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Leasing 
Areawide Leasing 
 
Oil and gas lease sales are the initial step in a process that generates nearly 80 percent of the state's 
General Fund Revenue.  Although the primary purpose of leasing state lands is to provide for oil and gas 
development and the subsequent economic benefits, the program in itself has been a significant revenue 
source.  Through lease sale bonus bids alone, the state has received over $2 billion in revenue.  
 
Since 1959 the state has held 98 competitive lease sales in which it 
has offered millions of acres throughout Alaska.  Several leasing 
methods, authorized under the AS 38.05, were used to encourage oil 
and gas exploration and development and maximize state revenue.  
These methods include combinations of fixed and variable bonus bids, 
royalty shares and net profit shares.  The fixed terms generally involve 
an obligation to remit royalty payments in the form of a 12.5 or 16-2/3 
percent share of gross production paid in-kind or in-value.  
Occasionally, the state has imposed a fixed royalty rate of 20 percent.  
The minimum royalty obligation is 12.5 percent.  The state has also used sliding-scale royalty terms in its 
leases based on production or oil price or gross revenue.  In several sales, the state has offered acreage 
and leased with a fixed net profit share in addition to a fixed royalty rate.  Net profits are defined as the 
share of revenues from production from the lease net of investments and ongoing operating costs.  
 
The most common bid variable used by the state is the cash bonus.  The state may require minimum bids 
of $5 to $10 per acre (and sometimes higher).   The state may also use the royalty rate or the net profit 
share as the bidding variable, though this has happened only rarely (Sale 30 was one of these 
occasions). 
 
The division annually issues a new Five-Year Oil and Gas Leasing Program that sets out the sale 
schedule for the succeeding five years.   All proposed lease sales are areawide sales held each year.  An 
areawide sale is one in which all available state acreage within a geographic region is included.  The four 
geographic regions are the North Slope, North Slope Foothills, Beaufort Sea, and Cook Inlet.  The first 
such sale was the North Slope Areawide held in June 1998.  Since then areawide sales have been held 
in the other three regions. In addition, the state has proposed adding areawide sales on the Alaska 
Peninsula beginning in 2005. Areas outside of these regions are available for exploration through other oil 
and gas programs.   
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Sale Areas 
A total of 24 lease sales are proposed over the next five years; five in each region of northern Alaska and 
in Cook Inlet, and four on the Alaska Peninsula beginning in 2005. 
 

STATE OF ALASKA 
FIVE-YEAR OIL AND GAS LEASING PROGRAM 

 
2004 through 2008 

 
 Sale     Annually Held In 
 
 North Slope Foothills Areawide May 

 Cook Inlet Areawide  May 

 North Slope Areawide October 

 Beaufort Sea Areawide October 

       Alaska Peninsula               October (beginning in 2005) 
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Leasing 
 
If the decision is to proceed with a sale, a Sale Announcement, including the sale terms, bidding method, 
tract map, and mitigation measures will be issued 90 days prior to that sale. If a best interest finding or a 
supplement to a previous finding is required, it will be released at the same time as the Sale 
Announcement. 
 

Division of Oil and Gas 2003 Annual Report 
2-3 



 

 
Shallow Gas Leasing  
 
Alaska's newest leasing program allows the Division of Oil and Gas to issue non-competitive leases to 
explore for and develop natural gas from fields if part of the field is within 3,000 feet of the surface.   
 
To encourage participation, there is no bonus payment to the state for the right to explore on a lease.  
The application fee is $5000, and the annual rental payments remain at $1 per acre (rather than 
increasing to $3 per acre, as with a conventional oil and gas lease).  The royalty rate is 6.25 percent 
unless the gas is produced "in direct competition" with conventional gas.  Then the royalty is 12.5 percent.  
The term of a lease is limited to three years, unless the director approves one three-year extension. The 
lessee has the ability to extend the life of the lease so long as there is production.  A lease may consist of 
up to 5,760 acres, and a lessee may not hold more than 138,240 acres (six townships) of leased land 
under this program.   
 
If a well penetrates a formation capable of producing that does not extend to within 3,000 feet of the 
surface or penetrates a formation capable of producing oil, no further operations may be conducted until 
the lessee complies with all applicable laws and regulations relating to oil and gas exploration and 
production. 
   
Lands subject to an Exploration License or the state's Five-Year Oil and Gas Leasing Program are not 
eligible for a shallow gas lease.  Also, if the land is held under a coal lease, only that lessee may apply for 
a shallow gas lease.  The Commissioner of Natural Resources may waive any of these limitations. 
 
To date, there are 72 active shallow gas leases consisting of 275,286 acres. There are 25 pending lease 
applications – 13 in the Mat-Su Valley, 8 in the Healy area and 4 located southeast of Sleetmute, in the 
Holitna basin. 
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Licensing 
 
Exploration Licensing 
 
Exploration Licenses are designed to stimulate exploration in Alaska's frontier basins, and complement 
the state's oil and gas leasing program. The North Slope and Cook Inlet, which are the main thrust of the 
state’s leasing program, remain off limits to Exploration Licensing. 
  
There are, however, several large sedimentary 
basins within interior Alaska, some of which are 
virtually unexplored.  The highly variable structural 
geology of these basins offers the potential for 
structural traps in overthrust belts and strike slip 
systems.  Various types of clastic and carbonate 
stratigraphic traps may also be present.  Exploration 
Licensing will allow companies to explore these 
frontier basins with minimal initial costs.   

  
An area selected for Exploration Licensing must be 
between 10,000 to 500,000 acres.  A license will be 
awarded to the applicant who has committed the 
most dollars to an exploration program.  The recipient 
of a license will be required to post a bond in the 
amount of the work commitment and pay a $1 per acre license fee.  There are no additional charges 
during the term of the license, which can be up to 10 years.   

Gil Mull

 
During its term any portion of the licensed area may be converted to oil and gas leases.  The term of the 
leases can then extend beyond the original term of the license.  If converted, annual lease rentals are set 
at $3 per acre.   
 
Licensing Process 
The licensing process will be initiated in one of two ways: Each year during the month of April applicants 
may submit to the Commissioner of the Department of Natural Resources a proposal to conduct 
exploratory activity within an area they have specified.  Or the commissioner, at anytime, can issue a 
notice requesting the submittal of proposals to explore an area designated by the commissioner.  Once a 
request for proposals has been issued applicants will have 20 days to notify the commissioner of their 
intent to submit a proposal, and 60 days in which to submit.   
 
Within 30 days of receiving any proposal the commissioner will either 
reject it in a written decision or give public notice of the intent to evaluate 
the proposal's acceptability.  This notice will solicit public comments on the 
proposal(s) and request competing proposals.  The commissioner may 
also modify any proposal and request a new one based on those 
modifications.   

Gil Mull

 
Submitted proposals must (1) describe the area proposed to be subject to 
licensing, (2) state the specific minimum work commitment expressed in 
dollars, (3) describe the amount and form of security to be posted based 
on the projected cost of the planned exploration work, (4) propose the term 
of the license (unless already established by the commissioner) and (5) 
verify that a prospective licensee meets minimum qualifications.   
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Licensing 
Best Interest Finding 
After considering all submitted proposals and public comment on those proposals the commissioner shall 
issue a written finding determining whether or not granting the Exploration License is in the state's best 
interests.  The finding must describe the limitations, conditions, stipulations or changes from the initiating 
proposal or competing proposals that are required to make the issuance of the license conform to the 
best interests of the state.  If only one proposal was submitted, the finding must also identify the 
prospective licensee.   
If the finding concludes that an Exploration License should be awarded and there has only been a single 
applicant, that applicant will have 30 days after issuance of the finding to accept or reject the license 
award.   

 
Bidding Process 

 

If competing proposals are submitted and the commissioner determines that an 
Exploration License should be awarded, the commissioner will issue an 
invitation to submit a sealed bid.  A bid deposit equal to 20 percent of the 
license fee must be submitted with the bid.  The successful bidder will be the 
applicant who submits the highest bid in terms of exploration expenditures.   
 
Once notified a successful bidder will have 10 days in which to accept or reject 
the license award.  If the successful bidder fails to accept the award within the 
allotted time the bid deposit and the right to accept the award are forfeited.  The 
next successive highest bidders will then have an opportunity to accept the 
award.   
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T. Davidson
elinquishment of Lands 
f by the fourth anniversary of the Exploration License the licensee has completed less than 25 percent of 
he total work commitment the license will be terminated, with the remainder of the security forfeited to the 
tate.  If the licensee has completed less than 50 percent of the total work, then 25 percent of the 
icensed area will be relinquished, with an additional 10 percent relinquished each successive year until 
alf of the original acreage has been relinquished.   

icense Applications 
he state has issued four Exploration Licenses and currently has one pending in the northern portion of 

he Bristol Bay basin. 

icenses Issued:   

opper River  
Licensee:   Forest Oil Corporation 

C. Ruff

Size:    318,756.35 Acres 
Exploration Commitment: $1,420, 000 
Term:    5 years 
Effective Date:   October 1, 2000 

enana Basin 
Licensee:   Andex Resources 
Size:     483,942 Acres 
Exploration Commitment: $2,525,000  
Term:    7 years 
Effective Date:   October 1, 2002 
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Susitna Basin I 
 Licensee:   Forest Oil Corporation 
 Size:     386,204 Acres 
 Exploration Commitment: $2,520,000  

Term:    7 years 
 Effective Date:   November 1, 2003 
 
Susitna Basin II 
 Licensee:   Forest Oil Corporation 
 Size:     471,474 Acres 
 Exploration Commitment: $3,000,000  

Term:    7 years 
 Effective Date:   November 1, 2003 
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Licensing 
Current Exploration License Areas 
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Incentives 
 
Exploration Incentive Credits  
 
The state offers two programs authorizing an Exploration Incentive Credit (EIC).  
 
Program I: This EIC is included as a term of the lease.  AS 38.05.18(i) provides for a system in which a 
lessee of state land drilling an exploratory well may earn credits based upon the footage drilled and the 
region in which the well is situated.  The statute also provides for an EIC for geophysical work on state 
land if that work is performed during the two seasons immediately 
preceding an announced lease sale and on land included within the 
sale area.  The geophysical information must be made public 
following the sale.  Drilling information is held confidential for two 
years.  If demonstrated by the lessee as necessary, confidentiality 
may be extended.  The Commissioner of Natural Resources grants 
credits, which can be as high as 50 percent of the costs.  Credits 
may be applied against royalty and rental payments to the state or 
taxes, or they may be assigned.  Since the state began offering this 
program, lessees have earned $54.7 million in credits for 
exploratory drilling.   

 
B. Havelock

 
   

Program II: This program, adopted in 1994 under AS 41.09.010 allows the 
Commissioner of Natural Resources to grant an EIC for exploratory drilling, 
the drilling of a stratigraphic test well and for geophysical work on land in the 
state, regardless of whether the land is state-owned.  This program is 
designed to encourage oil and gas exploration within remote parts of the state 
and to provide a means for the state to obtain exploration data from federal 
lands and certain private lands.  As with the first program, the credits may be 
applied against oil and gas royalties, rentals, lease sale bonus bids and taxes, 
or they may be assigned.  Data derived from drilling will be kept confidential 
for two years, with no extension of this period.  Copies of geophysical data 
may be shown to interested parties by the state, but may not be transferred to 
third parties.  Credits may be as high as 50 percent of eligible costs if 
performed on state land, and as high as 25 percent when performed on 

federal or private land.  A credit may not exceed $5 million per eligible project, and the total of all credits 
may not exceed $30 million.  Drilling credits are based upon the footage drilled.  All activity qualifying for 
this EIC must be completed by July 1, 2007.   

 
Gil Mull

 
 
Royalty Reduction  
 
In 1995 the governor signed into law legislation that allowed the 
Commissioner of Natural Resources to adjust the royalty reserved to 
the state in order to encourage otherwise uneconomic production of 
oil and gas.  If a delineated field or pool has not previously produced, 
the royalty can be lowered to 5 percent.  If an existing producing field 
or pool, the royalty may be reduced to as low as 3 percent in order to 
prolong its economic life as costs per barrel or barrel equivalent 
increase.  In order to establish production of shut-in oil or gas, the 
royalty may also be reduced to as low as 3 percent.  These royalty 
reduction provisions expire on July 1, 2015.   Gil Mull
 
 

Division of Oil and Gas 2003 Annual Report 
2-12 



 

Division of Oil and Gas 2003 Annual Report 
2-13 

Incentives 
 
Discovery Royalty  
 
In 1996 the governor signed into law a measure that permits the granting 
of discovery royalty for wells in the Cook Inlet sedimentary basin that have 
discovered oil or gas in a previously undiscovered oil or gas pool, 
providing that the wells are capable of producing in paying quantities.  The 
discovery royalty is established at 5 percent for 10 years following the 
discovery of a pool.  The discovery royalty applies to all oil or gas from that 
pool that is attributable to the lease.  

Gil Mull
 
 
 

Cook Inlet Royalty Reduction 

 
CIRCAC

 
In 1998 the governor signed HB 380 that grants a 5 percent temporary 
royalty on the first 25 million barrels of oil and the first 35 billion cubic 
feet of gas produced in the first ten years of production from six 
specified fields in the Cook Inlet sedimentary basin.  The six fields 
eligible for royalty reduction were discovered before January 1, 1988 
and have been undeveloped or shut.  The fields identified in the law are 
Falls Creek; Nicolai Creek; North Fork; Point Starichkof; Redoubt Shoal; 
and West Foreland.  Production from these fields must begin before 
January 1, 2004. 
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